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CASES 00- G- 1945 and 98- C- 1357

| NTRODUCTI ON

Wien we instituted the Verizon New York Inc. (Verizon)
regul atory proceedi ng i n Novenber 2000, the Comm ssion intended
an exam nation of the energence and status of the conpetitive
mar ket for |ocal tel ecomrunications service in New York, with
concomtant nodifications to the Verizon Perfornmance Regul atory
Plan then in effect. This proceeding, along with the concurrent
litigation of wholesale rates in Case 98-C 1357, enconpassed the
range of issues fundanmental to establishing a franework for the
next generation of |ocal conpetition in New York, as envisioned
by the Tel ecommuni cations Act of 1996 (the 1996 Act). 1In
Novenber 2001 we asked the parties to this proceeding to explore
the possibility of a conprehensive joint proposal for the
Comm ssion to consider integrated solutions to the closely
intertw ned issues of a distressed conpetitive marketpl ace,
Verizon's retail prices, service quality protections, incentives
to invest in New York’s infrastructure, and the public interest
in pronoting all forns of conpetition.® W gave the parties 60
days. On February 8, 2002, Verizon and Departnent of Public
Service Staff (Staff) filed a Joint Proposal Concerning Verizon
I ncentive Plan (MIP or Plan), attached to this order as
Appendi x A.  Mst conpetitors joined them

We find the terns and provisions of the Joint
Proposal, in the context of our whol esal e rate decision issued
in January 2002, to provide a proper balancing of the interests
of custoners, conpetitors, the incunbent, and the economc
devel opnment of New York State and to produce just and reasonabl e
rates with a guarantee of safe and adequate service. W adopt
the ternms of the Joint Proposal as discussed herein, and put in
pl ace a Verizon Incentive Plan to create the framework and
conditions to allow and encourage all forms of conpetition in
New York. The retail rate flexibility that we accord Verizon by
this order is prem sed upon the existence of such conpetition
and on the continuation of adequate service.

! Cases 00-C- 1945 et al, Order Granting Staff Mtion (issued
Novenber 30, 2001).
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CASES 00- G- 1945 and 98- C- 1357

PROCEDURAL HI STORY
I n Novenber 2000 we instituted a proceeding "to
resol ve outstandi ng i ssues regarding the recovery of certain
costs sought by Verizon New York Inc.; to consider the potential
nodi fication of [Verizon's] Performance Regul atory Plan (PRP)
pursuant to conditions included in our approvals of its past

nmergers; and to consider enmerging issues related to the
devel opnment of a vibrant conpetitive marketplace and the future
regul atory reginme that may be appropriate follow ng the
conclusion of the PRP."? The first step in that process, as
contenplated in our order, was the issuance by Staff, on
January 2, 2001, of a White Paper setting forth its analysis of
t he exogenous costs and conpetitive cost onsets that m ght be
recoverabl e by Verizon under our orders approving the two
mergers (NYNEX/ Bell Atlantic and Bell Atlantic/GIE) that led to
its formation.?

In a series of rulings that reflected, in part, a
conference with the parties held on February 13, 2001,
Adm ni strative Law Judges Joel A. Linsider (Litigation Judge),
Jaclyn A Brilling and El eanor Stein (Settlenment Judges) invited
comments on the Staff Wiite Paper and el aborated on the scope of
and schedul e for the proceeding.® Comments and reply conmments on
the White Paper were duly filed and, consistent with the judges
rulings, Verizon on May 15, 2001 filed its financial data and a
proposal, with supporting testinony, for a future regulatory
plan. Presentations by other parties were to be filed on

2 Case 00-C 1945, Order Instituting Proceeding (issued
Novenber 3, 2000), pp. 1-2.

% Cases 96-C-0603 et al., NYNEX/Bell Atlantic Merger, Qpinion
No. 97-8 (issued May 30, 1997); Case 98-C- 1443, Bel
Atl antic/ GTE Merger, Order Granting Approval of Merger
(i ssued August 12, 1999).

Case 00-C-1945, Ruling Inviting Coments and Conveni ng
Conference on the Scope of the Proceeding (issued January 2,
2001); Ruling on Scope and Schedul e (issued February 27,
2001); Ruling on Request for Clarification (issued April 6,
2001) .
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CASES 00- G- 1945 and 98- C- 1357

August 13 but, by letter dated August 1, Verizon requested that
di scussions be initiated and that the litigation schedul e be
suspended. In a ruling issued August 6, Judge Linsider
suspended the litigation schedul e.

The parties' discussions were scheduled to begin on
Septenber 11, 2001 in New York City. That neeting was of course
cancelled as the terrible events of that day unfol ded, and talks
wer e postponed to allow Verizon and other parties to direct al
their efforts to recovery. Discussions resunmed in Decenber 2001
and continued into early February 2002, with Judge Stein serving
as nedi ator throughout. Participants are listed in Appendix B.

Concurrently the final stages of litigation were going
forward in Mddule 3 of the Second Network El enents Proceeding
(Case 98-C-1357), an exam nation of the pricing of Unbundl ed
Net wor k El enents (UNEs). A recommended deci sion had been issued
in May; briefs and reply briefs on exceptions had been fil ed,
and the case was being prepared for presentation to us. That
process as well was del ayed by the Septenber 11 attack, and we
invited parties to submt comments on the extent, if any, to
which the attack and its aftermath m ght have a bearing on the
issues in that case. W later granted a Staff notion to hold
the UNE rate decision in abeyance and consolidate UNE issues
with the resuned discussions in this proceeding, but we limted
that process to 60 days.®> A joint understanding incorporating
UNE rates generally was not reached, and we considered UNE rates
at our January session and issued our decision on January 28,
2002.° In that decision, we remanded for further discussion
anong the parties the issue of potential refunds resulting from
the decrease in previously tenporary rates for sw tching
el enents. Intensive nediated efforts in this proceeding
continued, ultimtely producing the Joint Proposal here before
us for consideration.

> Cases 00-C 1945 and 98-C 1357, Order Granting Staff Mtion
(i ssued Novenber 30, 2001).

® Case 98-C- 1357, Order on Unbundl ed Network El enent Rates
(i ssued January 28, 2002) (UNE Order).
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CASES 00- G- 1945 and 98- C- 1357

Following its submttal by Verizon and Staff, the
Joint Proposal was executed as well by ACC Tel ecom Cor p.
Al | egi ance Tel ecom of New York, Inc., AT&T Communi cations of New
York, Inc. (AT&T), BridgeCom International (BridgeCom
Br oadvi ew Net wor ks ( Broadview), Comuni cati ons Corporation of
New Yor k, Conversent Comuni cations of New York, LLC, Focal
| nf oHi ghway Communi cations Corp. (InfoH ghway), RCN Tel ecom
Services, Inc., Talk America, Inc., TCG New York, Tinme Warner
Tel ecom (Time Warner), XO New York, Inc. and Z-Tel
Communi cations, Inc. (Z-Tel). Statenents supporting the Joint
Proposal were submtted by Verizon, Staff, Wrldcom Z-Tel,
Bri dgeCom and Cabl evi si on Lightpath; Covad stated it did not
oppose. Responsive comments were submitted by the Attorney
CGeneral, CompTel, PULP, Assenblyman Ri chard Brodsky, and
Choi ceOne. An evidentiary hearing before Chairnman Hel mer and
Chi ef Admi nistrative Law Judge Judith A. Lee was held in Al bany
on February 19, 2002; the record conprises 671 pages of
stenographic transcript and 15 exhibits. At the concl usion of
the hearing, closing statenments in lieu of initial briefs were
presented by PULP, the Attorney Ceneral, AT&T, Wrl dCom
Al | egi ance, Focal, Time Warner, Z-Tel, BridgeCom WIIiam
Thornton on behal f of Assenbl ynan Ri chard Brodsky, Verizon and
Staff. Replies were submtted by Staff, Verizon, PULP, and
BridgeCom In addition, public cormments were received via a
speci al channel on our toll-free opinion line and by e-mail via
t he comment form on our website.

SUMMARY OF THE JO NT PROPCSAL’

The proposed Verizon Incentive Plan (VIP) would have a
termof two years, beginning March 1, 2002. The associ ated
Service Quality Plan (SQP) woul d extend an additional year,

t hrough February 28, 2005. The VIP and SQP woul d govern

This summary is provided only for the reader's conveni ence
and in no way supersedes or nodifies the terns of the Joint
Proposal itself. It is not exhaustive, and an om ssion of a
reference to any particular termof the Joint Proposal is of
no inport.
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CASES 00- G- 1945 and 98- C- 1357

Verizon's retail and wholesale rates; relations with its
conpetitors; service quality; accounting, pension, and other
regul atory matters; and infrastructure.

The foll ow ng findings, expectations, and requirenents
are prem ses of the plan:

Verizon's service quality performance is
general ly satisfactory, and a service
quality plan is in place to prevent
backsl i di ng.

Active conpetition will exist across al
mar ket segnents.

Unbundl ed network el ement (UNE) rates will
be as set in the UNE Order.

The UNE Platform (UNE-P) will renain
avai |l abl e in accordance with then-Bel
Atl antic-New York's April 6, 1998 Pre-
Filing Statenment (PFS) as here nodified.

Facilities-based conmpetition will continue
to devel op.

Rat es

The VIP affords Verizon flexibility with respect to
its rates, subject to specified conditions, exclusions, and
l[imtations. General conditions of pricing flexibility include
t he foll ow ng:

The overall revenue increase associ ated
with pricing flexibility may not exceed 3%
on an annuali zed basis in each Plan Year.

Pricing flexibility my be suspended
pursuant to the ternms of the Service
Quality Pl an.

Verizon nust take full responsibility for
explaining to its custoners the need and
rationale for any price increase and mnust
explain that the price increase is based
solely on its own business deci sion.

Downward rate flexibility is unlimted,

except that the rate for any product or
service nust exceed or equal its

-5-



CASES 00- G- 1945 and 98- C- 1357

i ncrenental cost and usage offerings mnust
pass an i nputation standard.

Verizon will be afforded upward rate flexibility for
all products and services consistent with the Service Quality
Pl an except the foll ow ng:

Carrier access services

UNEs

Whol esal e di scounts for services offered
for resale

| nt erconnecti on and reci procal
conpensati on

Lifeline services

Mai nt enance and access to the ALl dat abase
Directory assistance and ot her database
inquiries for conpetitive providers
Non-recurring service connection charges
for residential and snmall business

cust oners

Certain services previously ordered to be
provi ded at no char ge.

Where upward rate flexibility applies, there is no cap
on the rate for any individual service except that:

No increase in the charges for First Line
Basi ¢ Service shall exceed $1.85 per line
in the first year and $0.65 per line in

t he second year.

The total price for 1FR service® in Rate
Group 1 shall not increase by nore than
$2.00 in the first year of the Plan and
$2.00 in the second year of the Plan.

The total price for 1FR service in Rate

Groups 3 and 5 shall not increase by nore
than $2.00 in the first year of the Plan
and $3.00 in the second year of the Plan.

8 This service is a residential service consisting of the basic

line charge and flat-rate | ocal usage.

-6-



CASES 00- G- 1945 and 98- C- 1357

Unbundl ed Network El enents

For the termof the VIP, and regardl ess of any changes
inits obligations under federal |aw, Verizon will nake the UNE
Platform avail able to CLECs serving snmall business customers on
the pricing and duration terns applicable, under its PFS
obligations, to CLECs serving residential custoners.

Rates for UNEs are those set in the UNE Order, as
specifically set forth (wth respect to the main UNEs and the
UNE-P) in Appendix Ato the Joint Proposal, and Verizon wll not
contest those rates, either before us or in court. The sole

exception to those rates is that the non-recurring charge for
two-wire and four-wire hot cuts will be limted to $35. (The
di fference between the higher charge set in the UNE Order and
the $35 charge under the VIP will be applied as a bill credit.)
That limtation, agreed to by Verizon in order to arrive at a
joint proposal, is part of the proposed treatnent of refunds on
account of the switching rates kept tenporary in the First

Net wor k El enents Proceedi ng; other aspects of the refund
treatnment are as foll ows:

Verizon will provide a "Forward Fund" of
$15 million that will satisfy any
potential liability for refunds, net of

any reciprocal conpensation paynents due
and owing to Verizon.

Paynments will be made only to CLECs that
operate within the State; that paid the
tenporary switching rate; whose hot cuts
in 2001 did not exceed 5,000; and that
relinquish any other clains for
retroactive paynments related to switching
rates.

The Departnent of Public Service wll
conduct an expedited process to allocate
t he Forward Fund anong eligi bl e CLEGCs.
Paynments to CLECs will be 50%in the form
of direct paynents and 50%in the form of
bill credits over a six-nonth period.

Verizon will give up any claimto recovery

of reciprocal conpensation overpaynents on
account of excess switching rates.

-7-



CASES 00- G- 1945 and 98- C- 1357

Conpetitive Enhancenents

Verizon agrees to cooperate in a task force that wll
wor k toward establishing processes and procedures to standardi ze
ef ficient whol esale transactions in several specified areas
including billing and collection, building access, and efficient
provi sioning for services where no facilities are avail abl e.

The task force will report to us within three nonths of the
i ssuance of this order.

Verizon will also participate in a task force to work
with CLECs and Staff to solve urgent facilities, hot-cut and
ot her bottl eneck problens. That task force will report to us

wi thin six nonths.

Service Quality
The Service Quality Plan establishes a series of

per f or mance objectives, conpliance with which is to be
periodically reviewed. Failures to neet objectives are subject
to various outcones, depending on the nature and severity of the
failing. These include suspension of pricing flexibility and
rate credits of up to $100 million for failure to neet three
obj ectives plus $35 million for each additional objective not
met. The Plan includes detailed provisions for the cal cul ation
and distribution of these paynments. |In addition, Verizon
undertakes to pay $100,000 into the State's general fund in the
event of certain major service interruptions and to inplenent a
speci al services process inprovenent program The Plan details
procedures to ensure the accuracy of service quality

neasur enent .
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Fi nanci al Consi stency and
Addi ti onal Regul atory Protections

The VIP provides for Verizon's PSC regul atory
financial figures and depreciation reserve to be gradually
conformed to those used in its filings with the Securities and
Exchange Conmi ssion. Existing regulatory assets and liabilities
are to be extinguished by the end of the VIP's termand no new
ones are to be created except with respect to Wrld Trade Center
restoration. Any changes to Generally Accepted Accounting
Principles (GAAP) are to be adopted for both SEC and state
regul atory purposes under the plan.

Verizon will account for pensions and ot her post-
enpl oyment benefit (OPEB) obligations in accordance with
SFAS #87 and SFAS #106. |In addition,

Verizon will not withdraw plan assets

ot her than to pay benefits (including

adm ni strative expenses) or settle benefit
obl i gati ons associated with pension and
OPEB pl ans.

Verizon will not annuitize, curtail, or
ot herwi se settle its pension or OPEB
obl i gations to enpl oyees of regul ated
entities in New York w thout our prior
approval .

Verizon will notify us of najor changes in
pensi on or OPEB plans, material changes in
assunptions, or use of plan benefits for
pur poses ot her than pensions and rel ated
adm ni strative expenses.

| nfrastructure

To ensure investnment conmensurate with good service
quality, Verizon wll

Fil e annual construction budgets that
identify service-related i nvestnents

Meet annually with Staff to reviewits
construction budget, w th enphasis on
several specified areas
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Report annually on plans and progress
related to new technol ogy and new
servi ces.

To ensure reliability consistent with post-
Sept enber 11 best practices, Verizon wll

By July 1 of each year, inform Staff of
its intention to inplenment changes,
reflecting | essons |earned fromincidents
such as the Septenber 11 attack, to the
Network Reliability and Interoperability
Council's best practices and industry
standards; and report annually to Staff on
its progress toward inplenentation

Participate in industry/governnment foruns
on network reliability

Cooperate in devel oping data to be used by
Staff in its Geographic Information System
designed to provide service outage

i nformati on.

M scel | aneous Provi si ons

The Joint Proposal woul d resol ve outstandi ng i ssues
rel ated to exogenous cost recovery and nmerger savings (the so-
called "White Paper” issues). It would have us find that
avai |l abl e nerger savings fully offset otherw se all owabl e cost
onsets and exogenous costs; and that ordering clauses 5 and 6 of
the orders approving the NYNEX/Bell Atlantic nerger and the Bel
Atl antic/ GTE nerger had been satisfied such that Verizon
relinquishes any claimto rate increases associated with
exogenous costs and that nerger savings will not be used as a
basis for rate reductions. Verizon |likew se would withdraw its
recent request for recovery of OSS costs associated with various
DSL-rel ated itens.

The Joi nt Proposal includes a provision reserving our
authority to act on the level of Verizon's rates and service
shoul d circunstances render Verizon's rates unjust or
unr easonabl e or render the Plan unreasonabl e, unnecessary or
insufficient for the continued provision of safe and adequate
service by Verizon. |In addition, Verizon agrees not to

-10-
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chall enge the rates set in the UNE Order before us or in court,
during the termof the plan, though it does not thereby
relinquish any rights el sewhere with respect to the underlying
theory of the case, including the use of TELRI C costing.

The Joint Proposal would defer, to the end of the
VIP's term the review of rates for the |loop/switch interface
that woul d ot herw se take place, pursuant to the UNE Order, in
May 2002.

Verizon agrees to reduce the connection charge for
Lifeline service from$10 to $5. In addition, it will maintain
an outreach and education programfor Lifeline. More generally,
it will design and carry out, within existing consuner education
budgets, a commtnent to inform customers about their rights,
responsi bilities and special prograns.

RECORD EVI DENCE AND STATEMENTS | N SUPPORT

Verizon

In testinony submtted with the Joint Proposal,
Verizon characterizes the plan as "an inportant step toward
establ i shing appropriate incentives for Verizon NY and ot her
carriers to invest in and devel op tel econmuni cations facilities
in the State of New York and to engage in full-fledged
conpetition, governed by market forces and not unduly restrained
by regulation."® It regards the plan as especially inportant
foll owi ng i ssuance of the UNE Order which, it asserts, inposes
regul atory constraints on Verizon's whol esal e busi ness that nmake
it even nore inportant for Verizon to be able to conpete on a
| evel footing in the retail marketplace. Verizon believes as
wel |l that its good service quality performance warrants
revisiting its service quality obligations and that conform ng
its regulatory financial reports to its SEC reports properly
reflects the conpetitive marketplace. Verizon regards the VIP
as consistent with our "policy of substituting market discipline
for direct regulatory intervention where there is evidence, as
there is here, that such market discipline will have the desired

°® Verizon's Prefiled Testinmony, p. 7.
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effect,"’ but adds that the plan maintains adequate regul atory
saf eguards even as it allows Verizon increased flexibility to
respond to nmarket forces.

Wth reference to the Plan's pricing flexibility,
Verizon contends generally that the growh in conpetition in the
New Yor k tel econmuni cati ons mar ket obviates detailed price
regul ation; that pricing flexibility benefits consuners by
enabl ing Verizon to deploy pricing plans nore responsive to
consuner needs; and that Verizon needs pricing flexibility to
respond to its conpetitors, who already have virtually tota
pricing flexibility. 1t urges elimnation of asymetric
regul atory constraints that, in its view, prevent conpetitors
from chargi ng cost-based prices, encourage narket inefficiencies
by allowing its conpetitors to capture custoners sinply by
reason of their regul atory advantages, and di m nish the
i ncunbent's ability to innovate. Verizon adds that affording it
the opportunity to conpete and obtain a reasonable return on its
investnment is particularly inportant in view of the UNE Order,
whi ch nakes entry nore attractive to other carriers. It adds
that only the prospect of adequate |levels of return will provide
it the economc rationale to invest in its network, which nakes
up a substantial part of the State's tel ecomruni cations
infrastructure. At the same tine, strong and increasing
conpetition will preclude Verizon fromprofitably raising prices
above conpetitive levels, and increases in the charges for first
line basic service are limted.

More specifically, Verizon argues that the 3% annual
limt in increased annual revenues is reasonabl e, anong other
things, in light of the trend of change in cost of living. It
notes that the 3%is a ceiling, that rate increases are not
required, and that they would be inposed only if Verizon
concl uded that the market warranted them It asserts that the
relatively small increase allowed in basic service rates, even
if applied, would still |eave tel ephone service affordabl e; that
i ncreased conpetition benefits consuners by providing them nore

Y 1d., pp. 9-10.
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choice and better value; and that Lifeline rates will not be
rai sed and that the Lifeline connection charge will in fact be
reduced to $5.

Verizon estimates the foll owi ng revenue effects in
2002 associated with price changes under the VIP%

Rat e Change Revenue Effect in 2002
$1.85 per line increase $120.6 mllion
O her changes up to 3% nmaxi num $15.3 million
New UNE-P and UNE-L rates ($227.2 mllion)
Swi tching rate refund ($15 mllion)
Credit on hot cut NRC ($2.5 mllion)

Verizon includes with its filing financial projections
for the years 2002-2004" and suggests that its cal cul ated
returns are below any fair and reasonabl e range of returns that
we mght set in a rate case and are, in fact, optimstic: they
contenpl ate exercise of the full 3%pricing flexibility, which
m ght be precluded by market conditions; they assune paynent of
no service quality penalties; and they are based on the earlier
projections, filed May 15, 2001, which are likely to prove
optimstic in light of econom c conditions generally and the
aftermath of the Septenber 11 attack.

Wth regard to service quality, Verizon notes that it
has made substantial investnments to neet or exceed the service
gual ity standards inposed under the performance regul atory plan
about to expire and that the new three-year service quality plan
(SQP) associated with the VIP insures continued high-quality
service. In contrast to the PRP service plan, which was
designed to encourage the capital investnents needed to inprove
service, the VIP service quality plan recogni zes the inprovenent
t hat has been achieved and is designed to prevent backsliding
fromthose levels. Pointing to the SQP' s statew de perfornmance
objectives, the availability of credits for custoners if those
obj ectives are not net, and our authority to suspend pricing

% Verizon's Prefiled Testinony, pp. 33-34.
2 1d., pp. 17-18.
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flexibility if two performance objectives are mssed in a single
revi ew period beginning on or after February 28, 2003, Verizon
expl ains that the plan uses regulation to set m nimum service
qual ity standards but that conpetitive forces will likely
require all market participants to exceed that regulatory fl oor.
Verizon notes that the SQP is designed to prevent poor
performance in any part of its service area, explaining why it
bel i eves the performance objectives to be appropriate, and
descri bi ng how the enforcenent mechani sns--paynents and the
potential suspension of pricing flexibility--are crafted in a
way that will require consistently high levels of service
quality. It notes as well that the provisions to ensure
accurate service results borrow heavily fromthe anal ogous

provi sions of the PRP but include a nunber of new itens, anong
them a process being devel oped with the Communi cati ons Workers
of America for the investigation of allegations of service

m sreporting.

Verizon explains that the plan to conformits PSC
books to GAAP accounting is warranted because the increasingly
conpetitive tel ecommuni cati ons market obviates the separate
accounting records associated with a rate-base/rate-of-return
regul atory reginme. The transition's effect on custoners, if
any, would be a benefit associated with the wite-off of a
substantial anmount of rate base through accel erated
depreci ati on.

Overall, Verizon asserts that the VIP ensures high-
qual ity services at affordable prices, and provides Verizon NY
with the flexibility it needs to conpete in today's narket and
with the incentives to continue to invest in New YorKk.

Staf f
Staff believes the Joint Proposal "is both in the
public interest and consistent with the Conm ssion's pro-
conpetitive and econoni c devel opment policy initiatives."® The
Plan's goals, according to Staff, include the stinulation of

B staff's Prefiled Testinony, p. 3.
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conpetitive market forces so that custoners benefit from
i nvestnment in new technol ogy, which produces innovation and
choice. Staff expects conpetition will discipline prices in a
manner that will permt custoners to avoid the price increases
aut hori zed by the VIP should Verizon put theminto effect. The
expanded availability of UNE-P for snmall business custoners and
benefits for UNE-L conpetitors will introduce greater
conpetition into the small business nmarket and strengthen
opportunities for econom c devel opnent. The special services
process inprovenment programw || inprove provisioning
performance for high capacity circuits, thereby aiding economc
devel opment. The retail service quality and infrastructure
conponents of the VIP preclude Verizon fromenhancing its
earnings by sacrificing good service quality, while the existing
per f or mance assurance plan continues to ensure high whol esal e
service quality for CLECs. The plan includes additional
protections for Lifeline custoners as well as an outreach and
education programrel ated to special programs.™

Staff expects the conpetitive enhancenent task forces

created under the plan will inprove operating relationships
bet ween Verizon and its conpetitors. In addition, the financial
consi stency ternms of the VIP will nobve Verizon's accounting and

financial reporting to a method that reflects the actual
conpetitive environnent. Staff suggests that the reduced
whol esal e prices required by our UNE Order will increase |ocal
service conpetition around the State and across all custoner
groups, thereby warranting reduced regul ation of Verizon's own
retail rates and the price flexibility provided for in the VIP.
Staff identifies several features of the Plan that, in
its view, well serve the public interest. Anobng themare the
offering of the UNE platformto CLECs serving small business
customers; the establishnment of task forces to deal with issues
that interest and concern CLECs; the inproved provisioning and
mai nt enance of special services; and the price flexibility
af forded Verizon. Price flexibility is in the public interest,

“ staff's Prefiled Testinony, pp. 3-5.
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Staff continues, because it will allow rates to nove gradually
to costs; because Verizon's return on equity will likely fal
wi thin a reasonable range for conmpanies with simlar risk
profiles; and because custoners may be able to avoid any price
i ncreases by | ooking to conpetitive providers. Staff points as
well to the Plan's resolution of the switching rate refund issue
and to its reduction of the non-recurring charge for hot cuts,
additional steps that will contribute to the growh of
conpetition.

Staff believes that the Plan will pronote econonic
devel opnent, suggesting the Plan will advance econonic
devel opnment by enhanci ng conpetition; creating strong incentives
for Verizon to maintain its inproved service quality;
enconpassi ng a separate agreenment by Verizon to inprove the
provi si oni ng of special services,™ which are critical to the
State's information-based econony; and rel axing rate regul ation.
Wth specific reference to special services, Staff notes
i nadequaci es in Verizon's past performance® and expl ai ns t hat
Veri zon has now agreed to introduce a managenent program
designed to inprove its provisioning performance and to insure
that the services are properly maintained once in place. The
program i ncl udes custoner credits in the event of bel owtarget
performance and is designed to gradually inprove service.

Staff places the pricing flexibility provisions of the
VIP in the context of a tel ecomunications market that has
beconme steadily nore conpetitive and in which traditional rate
regulation is no | onger necessary. The caps on pricing
flexibility reflect Verizon's continued position as the
dom nant, though no | onger nonopoly, provider of
t el ecommuni cati ons service. Staff cites past actions by the
Comm ssion allowing pricing flexibility as markets have opened,
such as with respect to term nal equipnent.

> gpecial services are a variety of dedicated point-to-point

private lines services generally used by business for the
transport of data and voice traffic.

® Gting Cases 00-C-2051 et al., Opinion No. 01-1 (issued
June 15, 2001).
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Staff offers a financial analysis explaining how
Verizon's rates under the plan will be just and reasonable. It
sees no basis for concern about Verizon achi eving an excessive
return over the course of the Plan, citing, anong other things,
conpetitive pressures on that return. Taking account of the
reduced UNE rates and antici pated revenue increases associ ated
with the Plan, Staff estimates, on Verizon's prenises, earnings
of 2.8%in 2002, 6.4%in 2003, and 4.6% on average.” Wth
Staff's traditional rate-case type adjustnents, those figures
becone 11.4% 16.3%and 13.9% ® Staff suggests that a
traditional regul atory nodel m ght have produced an authori zed
return only in the range of 11%to 12% rather than its forecast
13.9% but it believes that the overall result is reasonable in
vi ew of Verizon's specific risk profile (which m ght have
suggested a return at the 12% end of the range in a traditional
anal ysis); the other benefits of the Plan, which justify
al l owi ng a somewhat hi gher return; and the prospect that Verizon
will be unable to exercise the maximumopricing flexibility
aut hori zed by the plan, which woul d reduce the forecast return
bel ow 13.9% Staff notes as well that over the termof the PRP
Verizon has earned bel ow reasonable | evels on both its own
calculations and Staff's. Overall, in Staff's judgnment, "given
the Plan benefits, risks that confront Verizon in transitioning
to conpetition, and the Comm ssion's general reservation of
authority, this Plan produces just and reasonable rates."®

Conpetitors' Statenents
1. WrldCom
Urging us to adopt the terns of the Joint Proposal,
Wrl dComcites its recognition of the need for additional
conpetitive enhancenents to ensure that the | ocal telephone

¥ Verizon's own calculations in fact differ somewhat from

these, but the difference is not significant for decisional
pur poses.

Staff's Prefiled Testinony, p. 64.

¥ staff's Prefiled Testinony, p. 83.
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mar ket in New York remains open and to pronote active
conpetition across all market segnments. In WrldConis view, the
Pl an's provisions, together with the recent reductions in UNE
rates, should further our pro-conpetitive regulatory policies.

It suggests that sone aspects of the plan "could have been
stronger in some respects,"® but it expects that those matters
will be addressed in other proceedings here and before the
Federal Conmuni cations Conmmi ssi on.

2. z-Tel

Noting that the recent UNE rate reductions will |ead
Z-Tel to resune nmarketing efforts for residential customers in
New York, Z-Tel cites the timng and certainty of the Joint
Proposal as factors giving it significant value. It notes
Verizon's agreenent not to challenge the UNE rates and the
assurance that the UNE platformw || be available for at |east
two years for small business custoners with up to 18 lines. It
appends a study showi ng the benefits to conpetition and smal
busi ness custoners likely to flow fromthat provision. Z-Tel
al so endorses the $15 nillion pool related to swi tching refunds,
t hough it suggests the full amount of overpaynents woul d
substantially exceed it.

Z-Tel supports the service quality provisions of the
Pl an because the quality of the service received by Z-Tel and
ot her CLECs from Verizon at wholesale is generally required to
be on a par with the service quality that Verizon provides to
its retail custoners. Z-Tel identifies as well sone of the
issues it believes may be productively addressed by the task
forces created under the plan.

Z- Tel expresses support for our policy of encouraging
t he devel opnent of conpetitive markets and of using "output
ori ented, performanced based approaches to regul ate areas that
are not conpetitive."? Noting that conpetitive entry has
stagnated over the last six nonths, Z-Tel suggests that the

2 \WrldComis Statement in Support, p. 2.

24 Z-Tel's Prefiled Testinmony, p. 9.
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added certainty afforded by the VIP with respect to the recent
UNE rate reductions, the availability of the UNE platform
Verizon's whol esal e performance, and the resolution of CLEC
service delivery and billing problens will encourage conpetitors
to resune their efforts to enter the market. Z-Tel considers
the Joint Proposal to be in the public interest.

3. BridgeCom I nternational

Bri dgeCom describes its goal in the proceedi ng as
arriving at a "fair and equitabl e agreenment which would
encour age the devel opnent of conpetition in | ocal exchange
mar kets, while at the same tine assuring inprovenments in service
quality to all customers and protecting retail custonmers from
unreasonabl e rate increases” and says "approval of the Joint
Proposal will help achieve those goals."? BridgeComcites
several provisions of the Joint Proposal that it regards as
essential to the continued devel opnent of conpetition in the
| ocal exchange market; these include Verizon's conmmtnent not to
chal l enge the UNE order, the expanded availability of the UNE
pl atformw t hout any "glue charge" (though Bri dgeCom does not
wai ve its rights to continue to press for continuation of the
expanded UNE pl atform beyond the two years of the plan), the
[imtation to $35 of the charge for hot cut conversions, and the
resolution of the Wite Paper issues in a manner that precludes
cost recovery.® Overall, BridgeCom asserts that "approval of
the Joint Proposal will be in the best interests of business and
residential consunmers in this State, conpetitive carriers,
Verizon itself, and the public at |large. By encouraging the
devel opnment of conpetition, the Plan will bol ster the econony of
this State and | ead to use of new and efficient technol ogies,
the introduction of nore and innovative services, and the

2 PBridgeComs Statenent in Support, p. 1.

2 PBridgeComrequests in this regard that we confirmits

under standi ng that the $.55 per line rate approved in the UNE
order for OSS devel opnent and inplenmentation costs will be
wi t hdr awn.
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establ i shment of wholesale and retail rates which are just and

reasonabl e. "%

4. Cabl evision Lightpath
Wil e asserting that the UNE order and the Joint
Proposal are the latest in a series of steps that denonstrate

New York's conmitment to the devel opnment of effective
conpetition in the |ocal exchange market, Lightpath urges us now
to turn to the question of efficient and effective

i nterconnection, an issue that it regards as paranount to
facilities-based carriers in New York. It stresses the

inmportant role of facilities-based carriers and urges us, "as a
conpl ement to progress nade on behalf of UNE-P conpetitors in
the current proceeding, to address pronptly the need for
appropriate and effective neasures to streanline

i nterconnection."?®

5. AT&T

AT&T notes that Staff, in its supporting testinony,
stresses that it could not have entered into the settl enent
wi t hout a reasoned confidence that the new UNE rates woul d
permt effective retail conpetition in all |ocal markets, based
upon its margin analysis. AT&T agrees with the Staff analysis
that retail price conpetition based on UNEs could act as an
effective alternative to retail rate regul ation.

AT&T represents that, with the UNE rate deci sion and
the settlenent, it can conpete aggressively across the broad
spectrum of the local market. Wthout detailing its conpetitive
plans, it intends to be a force in the New York market to
conpete in the short termand to invest for the |ong.

As to the grant of increased retail rate flexibility
to Verizon, AT&T argues, the trade-off is exactly correct. The
transition from nonopoly to conpetitive conditions should al ways
include a transition fromregulated pricing to market-driven

% PBridgeComs Statenent in Support, p. 5.

» Lightpath's Coments, p. 3.
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pricing. It believes the current conditions will support price
conpetition, and supports the tinming of this decision.?®

RESPONSI VE COVMENTS

Attorney General

Noting that his goals in the proceedi ng have been to
pronote and accel erate the gromh of conpetitive |ocal narkets
t hroughout the State and to ensure fair rates and treatnent for
retail ratepayers in the transition to those markets, the

Attorney Ceneral believes the Plan's provisions are essential to
the first of those goals but that they fall short of achieving
the second, in that they rely too heavily on conpetitive markets
to noderate Verizon's rates and ensure its service quality.

The Attorney CGeneral comments favorably on and
supports the provisions of the VIP related to whol esal e rates
and ot her aspects of the relationship between Verizon and its
conpetitors. He believes those provisions are "essential for
New York to remain in the vanguard of conpetition and w despread
custoner choice,” notes the w despread CLEC support for the VIP,
and assunes those conpetitors "will nowfind it in their
business interest to enter the New York market in strength.

He asserts that "conpetition, especially for
residential and small business custoners, has not yet becone

n 27

enough of a reality so as to dimnish the need for sufficient
regul ati on of the dom nant provider. The VIP should go far to
further the transition. 1In the interim Verizon-NY's retai
rat epayers need nore protection in the formof reasonable rates
and incentives for good service quality performance than this
pl an now provides."?®

Turning to matters of service quality, the Attorney
CGeneral notes both the inprovenents since 1995 and the conti nued
failure to neet sonme PRP targets and the penalties incurred by
Verizon on that account. He therefore expresses concern that

% Tr. 610-611.
“ 1d., p. 7.

# Attorney General's Comments, p. 2.
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sonme of the VIP's service quality provisions fail to insure

mai nt enance of past inprovenents in service performance. He
suggests, anong ot her things, that sonme performance objectives
be di saggregated by district for purposes of assessing penalties
(albeit it not for purposes of determ ning whether to suspend
price flexibility) in order to ensure adequate perfornmance in
all regions. |In addition, he favors nore rigorous service

qual ity objectives with respect to the customer trouble report
rate and the PSC conplaint rate. He suggests as well that
penalty levels be graduated to reflect the magnitude of the
shortfall fromthe target; that the "outlier"” perfornmance

obj ective be made nore rigorous and that a $100, 000 penalty be
i nposed for each outlier; that the first review of Verizon's
service quality performance take place six nonths, rather than
one year, after approval of the Plan; and that pricing
flexibility be suspended whenever a single annual performance
objective is mssed, rather than only if two or nore objectives
are mssed, as the Plan provides.

Wth respect to rate increases and pricing
flexibility, the Attorney General recognizes the need to strike
a bal ance between regul ati on and deregul ation as the transition
to conpetition proceeds but expresses concern that the bal ance
here may go too far in the direction of deregulation, given
Verizon's continued status as the dom nant provider of |ocal
service. He recommends as well that the transition from
regul atory accounting to GAAP and SEC accounting take place over
five years rather than over three in order to avoid creating
excess revenue requirenments associated with too fast a
transition, thereby dimnishing the need for 3% annual rate
increases. He notes in this regard the FCC s rejection two
years ago of a proposal by incunbent |ocal exchange carriers to
accel erate depreciation, and its determ nation that traditional
depreciation rates could be waived only if the additional
depreci ati on cost were booked below the Iine and t hus borne by
shar ehol ders.

The Attorney Ceneral endorses the VIP s resol ution of
the White Paper issues, but expresses concern that the Plan
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cancel s various other potential ratepayer benefits and cl ai ns.
These include a $55 million penalty for Verizon's failure to
neet one of the service quality standards associated with
approval of the NYNEX/Bell Atlantic nerger, as well as several

ot her benefits potentially available to ratepayers under the PRP
(which would be term nated six nonths earlier than its

August 31, 2002 expiration date) and ot herw se.

Finally, the Attorney General regards the two-year
termof the VIP as appropriate, given the degree of uncertainty
about the future devel opnment of conpetition and the potenti al
need to reassess matters as soon as two years fromnow He also
notes favorably the provision recogni zing our authority to
nodi fy or termnate the Plan in md-term should intervening
ci rcunst ances render Verizon's rates unjust or unreasonabl e.

ConpTel

ConmpTel supports the Joint Proposal and notes
favorably its pro-conpetitive enhancenents, particularly those
related to UNE rates and UNE-P availability. It urges us,
however, "to ensure that the pro-conpetitive aspects of the Plan
are inplemented and enforced in the sane spirit in which they
were negotiated and resol ved--that is, with dedication and
perseverance."® |n addition, it urges us to establish, before
the Plan's expiration, a process to assess the need to extend

the termfor sone of the pro-conpetitive provisions.

PULP
PULP expresses concern about the Joint Proposal's

failure to address difficulties now being experienced in the

tel ephone Lifeline program PULP explains that although the New
York tel ephone Lifeline programis "robust” in comparison to
those in other states, enrollnment has declined precipitously
over the last five years. PULP attributes the decline to the
fact that Lifeline enrollment is tied to eligibility for other

| ow-i nconme assi stance prograns and that as eligibility for those

® ConpTel's Comments, p. 2.
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prograns declines, so does access to Lifeline. To respond to
the problem PULP proposes that three prograns be added to the
list of those creating telephone Lifeline eligibility: The
Nat i onal Free/ Reduced School Lunch Program The State Earned
I nconme Tax Credit Program and the Child Health Plus Program
PULP suggests that each of these prograns enconpasses the sane
inconme | evels as the existing prograns and that they are
unlikely to see significant shifts in enrollment resulting from
wel fare reform

PULP asserts as well that if these additional
custoners were able to access the tel ephone Lifeline program
virtually all of the increased cost would be paid by the federal
government through the Federal Universal Service Fund and the
State Targeted Assistance Fund. As a result of those
arrangenents, any revenue gain to Verizon associated with the
custoner nmoving fromULifeline to non-Lifeline basic service
woul d be offset by revenue |osses resulting fromreduced federal
or state support money.¥®

In its closing statement and in reply, PULP asserts
t hat expandi ng the nunber of prograns that provide Lifeline
eligibility will have no negative inpact on Verizon revenues,
citing Verizon’s response to recent PULP interrogatory
requests.® PULP reiterates its viewthat if there is no
provi sion to designate additional Lifeline qualifying prograns,
t he Conmm ssion should reject the Joint Proposal. In response,
Verizon counters that |owincone New Yorkers have tel ephone
service at a rate exceedi ng the conparabl e popul ati on
nati onwi de, and that in Novenber and Decenber 2001 Lifeline
custoners increased by 11, 000.

Choi ceOne

Choi ceOne "supports the Joint Proposal's spirit and
goal s," but expresses concern that the parties' understandings
and agreenments may not be fully reflected in the docunment. It

® PULP's Prefiled Testinony, p. 6.
% \erizon response to PULP-VZ-3B, Exhibit 15.
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therefore seeks a series of clarifications.® Its requested
clarifications include the Performance Assurance Pl an, terns and
prices for hot cuts, task force deadlines, service quality
parity, and OSS cost recovery.

Finally, ChoiceOne asks for clarification that the
Joint Proposal would apply to all carriers, whether or not
signatori es.

Publ i ¢ Comments

To informthe public about the joint proposal and to
solicit public coment, the subject was featured on the front
page of AskPSC.com and an e-nmil was sent to the business
community. A press rel ease announced the vehicles - the Opinion
Li ne and the AskPSC.com - avail able for public coment and
i ncluded a summary of the proposal’s major provisions. The
AskPSC. com website had a direct link to the Consunmer Comment
Form

Thirty comments were received fromthe Opinion Line
and through AskPSC.com Mst who conmented were against the
proposal ; several offered a few general remarks related to both
t he Comm ssion and Verizon; one person asked that neetings about
the proposal be held in his area. A few people nentioned that
they fornerly worked for Verizon.

O the public comments addressing rel evant issues, the
majority reflected concerns about rates, both now and what they
woul d be under the proposal, high surcharges and taxes; poor
quality of service; the lack of conpetition in parts of the
State; and | ess frequent reporting under the proposal than what
is presently in place.

After consideration of the comments, in the context of
t he bal ance of the record in this proceeding, we remain
confident that the provisions of the Joint Proposal wll inprove
the conditions for the growth of conpetition and protection of
consuners, with an appropriate | evel of regulatory oversight.

¥  Choi ceOne's Comments, pp. 1-2.
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DI SCUSSI ON

In our determnation as to the ternms of the Joint
Proposal , we have consi dered the evidence in the records of
t hese proceedings, including the parties’ and others’
statenents, testinony adduced at the February 19, 2002
evidentiary hearing, closing statenents at that hearing and the
subsequent reply briefs. A nunber of concerns regarding
specific terns or asserted om ssions of the Joint Proposal are
consi dered and deci ded here.

Requests for Clarification or Mdification
of the terns of the Joint Proposal

Certain parties have requested clarification or
nodi fication of the ternms of the Joint Proposal.

PULP proposes, as a condition for its support for the
Joint Proposal, that residents who qualify for National
Free/ Reduced Lunch, the State Earned Inconme Tax Credit, and
Child Health Plus be eligible for Lifeline. Verizon objects,
stating that 8% of its custoners receive Lifeline service, and
that increases in its contributions to the state universal
service fund, in particular, would be burdensone. Moreover, it
i s uncl ear whether the uncontested decline in Lifeline custoners
is attributable to changes in federal assistance prograns or to
i ncreased scrutiny of custoners’ eligibility.

The Federal - State Joint Board on Universal Service is
currently conducting a proceeding to determ ne what, if any,
changes should be nmade in the federal | owinconme program
eligibility. W will await the outcone of that review before
addr essi ng whet her additional changes to the New York State
program are advi sable. Accordingly, noting that the Joint
Proposal requires a reduction in the current connection charge
for Lifeline to $5.00 and outreach and education prograns, we
adopt the relevant terns as proposed.

Bri dgeCom urges the Conmission to clarify the extent
of Verizon’s obligation to provide the UNE pl atform under the
terms of the Joint Proposal. In BridgeConis view, the Pre-
Filing Statenent, as nodified by the ternms of the Joint
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Proposal , guarantees that the UNE platformw Il be avail able
without Iine limtation for residential custoners statew de; and
for business POTS customers in all central offices of the state,
with the exception of specifically designated New York City
central offices, without limtation as to the nunber of I|ines;
and for business POIS custoners in those New York City centra

of fices where a custoner uses 18 lines or less at a specific

| ocation. Further, BridgeCom seeks clarification that those
desi gnated New York City central offices are and will remain the
17 set forth in Verizon's 916 Tariff.® Staff, in reply, asserts
that the Joint Proposal nodifies the four-line restriction to 18
lines as to those central offices, but does not create any new
restriction.® Staff replies that FCC requirenments subsequent to
the Pre-filing Statenent limted UNE platformavailability for
busi ness to customers with fewer than four lines in the
designated New York City central offices (17 New York City
central offices where, by the beginning of the Pre-Filing

St at enent duration period, two or nore CLECs were coll ocated for
the provision of |ocal service). Verizon, also in reply,
undertakes to provide the UNE platform at wholesale tariffed
rates to a requesting conpetitor to serve a business custoner
with 18 or fewer lines in any part of its service territory. W
see no anbiguity in the terns of the Joint Proposal and
accordingly require Verizon to provide the UNE platformfor

busi ness custoners outside of New York City without restriction
and in central offices in New York City that neet the two-

® BridgeConmis Reply, p.4, citing PSC No. 10- Communi cati ons
Tariff (filed August 1, 2001 to be effective Septenber 1,
2001).

% BridgeCom al so seeks clarification as to the duration period
for the provision of the UNE Pl atform under the Pre-Filing
Statenent. W agree with Staff that the four- and six-year
duration periods began with FCC approval of Verizon’s New York
8271 petition in Decenber 1999.
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collocation criterion for business custonmers with up to 18 lines
for the duration of the Pre-filing Statenment.®

Assenbl yman Brodsky expresses concern about the
abbrevi ated conment process on the Joint Proposal, noting that
t he negotiation process tends to |leave the public with
relatively little informati on about the proceeding.®
Assenbl yman Brodsky rai ses three concerns. He asserts, first,
that the fairness and reasonabl eness of the proposed rate
i ncrease cannot be adequately understood within the tine
avai l abl e for comment. Second, he objects to the Plan's failure
to include funding for the functions previously perforned by the
Di ffusion Fund created under the PRP as a neans of inproving
t el econmuni cations infrastructure in underserved | owincone
communities. He urges nodification of the Plan to include such
funding, in the anbunt of $10 mllion over two years, allocated
anong all market participants. Additionally he expresses
concern over a reduction in service quality standards. He
suggests the PRP's service quality requirenents resulted in a
significant inprovenent in service, objects to any | oosening of
standards, and urges continuation of service quality standards
set on a regional basis. Assenblynman Brodsky's office
reiterated at the evidentiary hearing these concerns about the
absence of a technology diffusion fund fromthe VIP, retail rate
and service quality concerns, and the adequacy of the process.
As to rates and service quality we have consi dered the evidence
and parties' argunments on these issues and see no reason to
nodi fy or reject the Joint Proposal. As to the diffusion fund,
as Verizon points out in response, this issue is nore
appropriately considered in the broader context of universal

® |n conpliance with the UNE Order and in anticipation of
Comm ssi on approval of the Joint Proposal, Verizon filed a
tariff that establishes the terns and conditions for provision
of UNE-P. As part of the filing, Verizon acknow edges, it
incorrectly limted availability in 30 central offices, listed
in Appendi x B of Verizon Tariff Nunber 10. The proper
reference shoul d be Appendi x C, that includes 17 central
offices in New York City.

% Assenbl yman Brodsky's Comments, p. 1.
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service. The technol ogy diffusion fund incorporated in the
Performance Regul atory Plan predated the 1996 Act, which

provi des a conprehensive framework for universal service support
on a conpetitively neutral basis. New York has participated in
and benefited fromthe federal schools and |ibraries program as
well as a state Targeted Assistance Fund. It is in this context
that proposals for additional funding nust be raised.
Accordingly, we see no need to nodify the Joint Proposal in this
regard. Finally, as to procedure, because of the opportunities
for participation cormmencing with the May 2001 Verizon filing of
a proposed incentive plan, and the active invol venent of

i ndustry, consunmer and governnent parties representing federal,
state, and New York City government, we see no need to revisit
the Joint Proposal and delay inplenentation of its benefits to
conpetition.

The Attorney Ceneral, in a closing statenent,
expressed the hope that the terns of the Joint Proposal, in the
context of the wholesale rates established in the UNE Order,
woul d provide the needed transition to greater conpetitiveness
for local telecomunications. Wile raising the concern that
retail custonmers could be paying too much for too little service
if conpetition fails to flourish, the Attorney General expressed
a commtnment to join in the effort to nmaxim ze conpetitive
opportunities. As to the Attorney Ceneral’s proposals to
strengthen certain service quality perfornmance targets and
adjust the financial incentives, Staff responds that the Joint
Proposal terns represent only mninmal nodification of current
targets, that the Commi ssion’s current standard shoul d be
applied, that the outlier provisions in the Joint Proposal are
sufficient to prevent backsliding, and that the |ink between
rate flexibility and service quality provides anpl e additional
financial incentive. In Verizon's view, it has fulfilled its
obl i gati ons under the Performance Regul atory Plan and provi ded
its custoners excellent service, arguing for the Joint Proposal
service quality plan which neasures service using statew de
annual averages, with outlier provisions protecting agai nst
probl em areas. Having considered the coments of the Attorney
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CGeneral and other parties, the public and the evidence before
us, we conclude that the service quality-related terns of the
Joint Proposal will provide the necessary protections for retai
consuners for three years.¥ Mreover, the |ink between rate
flexibility and service quality guarantees sufficient incentive
for Verizon to conply.

Cabl evi si on Lightpath seeks to add to the Joint
Proposal a rebuttable presunption that a three-year extension of
an existing interconnection agreenent is in the public interest.
Veri zon opposes, on the grounds that the presunption would
interfere with the balance of parties’ rights under and is
inconsistent with the 1996 Act. W are concerned about the
costs to conpetitors and i ncunbents of protracted and burdensone
negoti ations and litigation concerning renewal of
i nt erconnection agreenents. W agree the process can be
streanl i ned but the proposed nodifications raise substanti al
concerns and we are not prepared here to order them

Choi ce One seeks clarification or nodification of the
Joint Proposal to require specific outconmes and tinetables for
the task forces created to explore new products and elimnate
bottl enecks, in particular for facilities-based conpetitors.
Verizon, in reply, expresses concerns about further regulatory
burdens inposed in the formof the task forces. W w | adopt
the ternms of the Joint Proposal with respect to the task forces,
on the assunption that Verizon’s comm tnment of resources, the

good faith participation of all interested parties, the
i nvol venent of Staff and the guidance of the O fice of Hearings
and Di spute Resolution will result in tinmely and effective

sol utions wherever feasible. Mreover, should the task forces
fail to reach agreenent on the issues with which they are
charged, disputes will be resolved by the Comm ssion. In
addition, we share the expectation of Staff that the IDLC review

¥ In Reply, Verizon clarifies, as Choice One requested, that the
Performance Assurance Plan remains in effect according to its
terms. W agree.
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w ||l be undertaken within the rel evant task force, conducted
during and conpleted prior to the end of the termof the Plan.®

General Di scussion
The Plan affords ratepayers the opportunity to take

advant age of the benefits of the com ng conpetitive marketpl ace,
while, at the sanme time, it provides the stockhol ders an
opportunity to mtigate the financial inpacts of the significant
UNE price reductions.

According to the extensive analysis provided by Staff
of the current status of conpetition in New York, as of the
begi nning of this year, approxinmately 27% of Verizon's | ocal
access line market was served by CLECs operating in Verizon's
territory. The Conmmi ssion has |long fostered conpetitive markets
and we believe the record supports findings that the | ocal
mar ket is open and customers enjoy sufficient conpetitive
alternatives. The review of various conpetitive entry
strategi es reveals that consumer benefit is maxim zed when
conpeting services are offered via conpeting networks or via
enhanced, val ue-added platforns. W recogni ze, as parties have
noted, the recent setbacks to the devel opnent of conpetition,
i ncludi ng the upheaval in the capital markets and observabl e,
adverse effects of the UNE prices set in the First Network
El ements Proceedi ng, which allowed insufficient margi n between
UNE prices and Verizon's retail prices. The Plan addresses
certain of these concerns, along with the recently reduced UNE
prices. The stability provided by the Plan (through such
features as Verizon's agreenment not to challenge the UNE rates
and not to cl ai mexogenous costs) and the Plan's other
conpetitive enhancenents related to UNE Pl atform avail ability,
charges, procedures, and other matters, will enable CLECs to
continue to conpete in New York. The resol ution of the
conpetitive issues to be addressed by the task forces and ot her
conpetitive enhancenents under the Plan also will enhance
opportunities for facilities-based conpetitors.

¥ staff testinmony, Tr. 526.
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Wth respect to retail service quality, the
significant inprovenent since 1995 (when the current PRP went
into effect), together with the positive inpact of conpetitive
pressures on service quality, warrant a new approach, directed
|l ess to bringing service up to predeterm ned targets and nore to
mai ntai ning quality at the new, higher levels. The Service
Quality Plan permts Verizon to freely conpete and invest while
protecting consuners from serious erosion in tel ephone service
quality. Wth rebates that may be paid to custoners if service
quality falls, and perfornmance objectives crafted to di scourage
pockets of poor performance, backed by Verizon's risk that
pricing flexibility will be suspended if service quality
declines significantly and a process for nonitoring perfornance,
service quality protections afforded by the Plan are effective.

Wth respect to retail rate flexibility, we are
persuaded that the limted flexibility accorded Verizon in the
VIP will enable it to respond to conpetitive pressures wthout
renderi ng rates unreasonabl e.

CONCLUSI ON

Based upon the evidence in this record, we adopt the
terns of the Verizon Incentive Plan contained in the Joint
Proposal. W find the Plan will result in the continued
provi sion by Verizon of safe and adequate service at just and
reasonable rates, and that its ternms will significantly enhance
the conditions for |ocal telecomunication conpetition in New
Yor k.

The Conmi ssion orders:
1. Verizon New York Inc. (Verizon) is directed to
file tariff amendnents that inplenment price changes consi stent

with this order to becone effective on a tenporary basis on one
day's noti ce.

2. Wthin 15 days of the issuance of this order,
Verizon is directed to file tariffs that inplenent any
additional pricing flexibility consistent with this order to
becone effective on a tenporary basis i medi ately upon filing.
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3. Upon filing the tariff amendnents consistent with
Ordering Clauses 1 and 2 above, Verizon shall serve copies on
all active parties to this proceeding. Any party wishing to
comment on the tariff anmendnents may do so by submtting 10
copies of its comments to the Secretary within 15 days of the
date the amendnments are filed. The tariff amendnents shall not
take effect on a permanent basis until approved by the
Comm ssion, subject to refund if found not to be in conpliance
with this order.

4. Wth respect to charges for services other than
First Line Basic Service, Verizon nust notify the Comm ssion and
its custoners of an exercise of upward rate flexibility no | ess
than 20 days prior to such rates taking effect. Wth respect to
charges for First Line Basic Service, after the first year,
Verizon must notify the Conmission and its custoners of an
exercise of upward rate flexibility no |l ess than 30 days prior
to such rates taking effect.

5. For good cause shown, the requirenent of newspaper
publication of the tariff anendnents is waived.

6. Verizon shall provide a credit to carriers
purchasing 2-wire and 4-wire | oop hot cuts sufficient to offset
the difference between the cost-based rates established in the
UNE Rate Order and a $35.00 charge, with no additi onal
associ ated service order charges.

7. Verizon shall provide $15 nmillion for a Forward
Fund to satisfy any potential liability for refunds to eligible
conpetitive carriers arising out of the Conm ssion's
establishment of tenporary rates for the switching el enent, net
of any reciprocal conpensation paynents due and owing to
Veri zon.

8. Task Forces concerni ng new products and services
and the elimnation of bottlenecks will be convened by the
O fice of Hearings and Di spute Resol ution.

9. The parties' requested nodification of the
Conmi ssion determ nation in the UNE Rate Order issued
January 28, 2002, that rates for the loop/switch interface be
reviewed in May 2002 is granted, and the determ nation is
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nodi fied to postpone the conpletion of that review until the
term nation of the Plan.

10. The ternms of the Joint Proposal filed in this
proceedi ng on February 8, 2002, subject to Verizon's
uncondi tional acceptance of this order as described bel ow, are
adopted in their entirety and are incorporated as part of this
or der.

11. Verizon nust submt a witten statenent of
uncondi tional acceptance of this order, signed and acknow edged
by a duly authorized officer of Verizon, by February 28, 2002.
This statenent should be filed with the Secretary of the
Comm ssion and served on all parties in this proceeding.

12. These proceedi ngs are conti nued.

By the Conmm ssion,

( SI GNED) JANET HAND DElI XLER
Secretary
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JOINT PROPOSAL CONCERNING VERIZON INCENTIVE PLAN

The undersigned parties jointly propose that the Public Service Commission
approve the following Verizon Incentive Plan (the “Plan”). This Plan will supersede
Verizon's Performance Regulation Plan which has been in effect since September 1,
1995 extinguishing all continuing rights and obligations under the Performance
Regulation Plan.

The terms, conditions and underlying premises of the Plan are as described herein.
I. Premises: Verizon New York Inc.’s (*Verizon's’) service performance under section
603 of the Commission’s Rulesis generally satisfactory and a service quality planisin
place to prevent backsliding to unacceptable performance levels. Active competition will
exist across all market segments, UNE Rates will be as established by the Commission,
UNE-P will remain available consistent with the Pre-Filing Statement of Bell Atlantic-
New York, dated April 6, 1998 (the “PFS”) as modified herein, and facilities-based

competition will continue to develop.

II. Term of the Plan: The Plan isatwo-year plan, beginning on March 1, 2002, with

the Service Quality Plan extending one year beyond the Plan, through February 28, 2005.

I11. Competitive Provisions
A. UNE Rates:
Rates for unbundled network elements and for the unbundled network
element platform (“UNE” and “UNE-P’) are as established by the Commission in
itsorder in Case 98-C-1357, issued and effective January 28, 2002. The specific

rates for the main elements and the platform are attached as Appendix A. As part

of the proposed resolution, as described in C below, of the issues related to

refunds described in the Commission’s Order on Unbundled Network Elements
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Rates,IEI

additional service order related charges.

the non-recurring charge for 2-wire and 4-wire hot cuts is $35.00, with no

B. UNE Availability:
For the term of this plan, notwithstanding any change in its obligations

under Federal law, Verizon commits to modify its PFS commitments such that it
will offer UNE-P to Competitive Local Exchange Carriers (“CLECS’) serving
small business customers (defined as business customers with 18 lines or less), on
the same pricing and duration terms as its offering to CLECs for serving
residential customers.

C. Relief Related to Temporary Switching Rate:

The issue of switching rate refundsis resolved as follows:

» For the term of the Plan, Verizon, in order to reach a settlement, agreesto a
negotiated non-recurring charge for 2-wire and 4-wire loop hot cuts of $35.00
per loop, with no additional associated service order charges. Thisshall be
accomplished by a credit provided by Verizon to the carrier sufficient to offset
the difference between the cost-based rates established in the Commission’s
UNE Rate Order for these procedures and the $35.00 charge proposed herein.

» Verizon agreesto relinquish any right it may have to recovery of reciprocal
compensation overpayments related to recalculation of switching costs or
rates in the UNE Rate Order.

* Verizon agreesto provide $15 million (the “ Forward Fund”) to resolve the
issues related to potential refunds to eligible competitive carriers. This
Forward Fund payment will satisfy any potential liability for refunds arising
out of the Commission’s establishment of temporary rates for the switching
element, net of any reciprocal compensation payments due and owing to
Verizon.

* Eligibility for payment from the Forward Fund will be premised on the
carrier’ s pre-existing right to seek retroactive relief based on having paid the
temporary switching rate established in Verizon’ s tariff; no carrier shall be

! Case 98-C-1357-New Y ork Telephone Company, Order on Unbundled Network Element Rates, issued
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D.

eligible for payment from the Forward Fund if it has obtained more than 5,000
hot cut linesin 2001 among all affiliates of such carrier. Only acarrier
currently serving customers in the State of New Y ork that relinquishes any
claim it may have against Verizon related to switching rates for retroactive
payments under interconnection agreements or otherwise will be eligible for
payment from the Forward Fund.

The Department of Public Service will conduct an expedited processin order
to alocate the Forward Fund among eligible carriers. Any payments due to
carriers from the Fund, net of reciprocal compensation paid to acarrier and its
affiliates shall be made 50% in the form of an immediate bill credit and 50%

in the form of bill credits over a 6-month period.

Other Competitive Enhancements:

1. New Products and Procedures:

The undersigned agree that they can and should share best industry

practices in anumber of areas to encourage competition and enhance cooperation

between and among industry participants. While Verizon cannot commit to any specific

outcome, it agreesto cooperate in a New Products and Services Task Force that will

address a number of these issues, including best practices for billing and collection,

building access and efficient provisioning for services where no facilities are available.
The goal of the Task Force will be to attempt to establish processes and procedures that

will standardize efficient wholesale transactions. No later than three months from the

date of a Commission Order approving the Plan the Task Force will forward to the

Commission areport detailing its findings, agreements and recommendations for industry

best practices. The Task Force will focus specifically on the following:

a)

Billing and Collection

» How to establish for all carriers areasonable period of time for back
billing, including the conditions under which exceptions would exist;

» How to develop hilling verification tools for al carriers,

and effective January 28, 2002 (the “UNE Rate Order”).
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» Whether reasonabl e procedures can be developed for initiating and
responding to billing disputes for al carriers;
» Whether procedures/methods applicable to all carriers can be developed to

minimize overbilling.

b) EELS/UNEs

To facilitate the provisioning of service when a UNE order isreected due
to “lack of facilities’, the Task Force will attempt to establish applicable
pricing and provisioning protocols so that facilities can be provisioned in a
reasonabl e time frame and at a reasonable price that is consistent with

Verizon'sretail offerings.

c) Virtual Building Connection Product

Without any relinquishment of rights parties to the Task Force may
otherwise have, and where legally and technically feasible, the Task Force
will attempt to develop a product(s) to enhance carriers’ ability to gain

access to buildings.

2. Elimination of Bottlenecksto Migrating Customers from UNE-P
to CLEC facilities:

Verizon will establish a Bottleneck Elimination Task Force to work with CLECs

and staff to solve urgent facilities, hot cuts and other bottleneck problems. The Task

Force will report back to the Commission on the status of these issues within 6 months.

V.

Service Quality Provisons

A. Retail Service Quality Plan: The following plan (the “ Service Quality

Plan™) ensures the continued provision of quality telephone service for Verizon. The

conditions of the Service Quality Plan are as follows:

Service Quality Term: The term of the overall Verizon Incentive Plan plus one

year.

Definitions:

» Market Area: Verizon's operating areain the State of New Y ork.
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M easurement Period: Twelve-month period. The first measurement period ends
February 28, 2003.

Redundancy Failure: A failure that occurs as aresult of Verizon having an actual

level of diversity lessthan the level Verizon certifies annually as existing in the
Signaling System 7 (“SS7”) and Enhanced 911 (*E911") networks where the
appropriate level of diversity is determined in accordance with NY CRR
603.5(b)(3). Verizon'sannual certification due July 1% each year over the Service
Quality Term will detail the actual level of diversity in the SS7 and E911
networks overall as of the prior Calendar Quarter.

Review Period: Annual period ending with the close of each Plan Quarter; the

first review period ends February 28, 2003.
All other terms are as defined in the Commission's Telephone Service Standards,

Specia Service Guidelines, and the Department's Emergency Plan.

Perfor mance Objectives. The following objectives are the foundation of the Service

Quality Plan and apply in the market area for each Measurement and Review Period.

* Troubles: Customer Trouble Report Rate (“CTRR”) equal to or lessthan 3.3
per hundred access lines.

» Out-of-Service: Average percent out-of-service over 24 hours equal to or
less than 20%.

* Installation: Average percent of initial basic service installed within 5 days

or less greater than or equal to 80%.

* Complaints: A rate of lessthan 5.5 complaints per 10,000 Iin%.lzI
. Outliers:EI No more than 175 Service Inquiry Reportsfiled in the initial

Measurement Period, and 125 in any subsequent period where the number of

service inquiry reports are determined in accordance with Appendix B.EI

2 The Complaints target in this Plan presumes existing Public Service Commission complaint handling
procedures. If, asaresult of changes to either the complaint handling procedure or the types of complaints
that are counted against Verizon, the degree of effort needed to meet this target is materially modified,
Verizon and staff agree to adjust the Complaints target to reflect the impact of the reviewed procedures on
Verizon's expected performance.

3 The Outliers targets were determined by considering only certain service inquiry reports (i.e., based on
trunks that originate and terminate at Verizon facilities only). Verizon agreesthat it will also measure
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Enforcement: Service related datawill be provided to the Commission. Additional

information staff deems appropriate will be provided upon request to the extent required
by the Public Service Law.

Service M easurement Accuracy

1. Verizon's Quality Assurance Team ("QAT") shall ensure the internal controls

are reasonably sufficient to assure net error rates of 5% or lessin each

measurement entity (i.e., the percent of under-reporting errors minus the

percent of over-reporting errors must be 5% or less) by the following:

a)

b)

0)

d)

Monthly sampling reviews will be performed at the IMC level to
assure accurate results. Any IMC that exceeds a (+/-) 1% Net Error
rate will be subject to an adjustment of results based on atwelve-
month rolling average of the monthly adjustment factorsto be
developed as the Plan progresses;

The QAT will communicate the outcome of the sampling process with
field directors who will take corrective actions to improve
measurement accuracy. Staff shall be advised of any corrected results
and remedial actions;

Adjustments will be performed for Customer Trouble Report Rate
(CTRR), Out of Service >24 Hours, and Service Affecting > 48 Hours
measurements;

If any measurement entity exceeds a (+/-) 5% Net Error rate, the
Director will be required to prepare a written report indicating the
anaysis and corrective actions to be taken to insure accurate results.

The QAT will monitor and insure compliance with this requirement;

performance in away that includes not only trunks that originate and terminate at Verizon owned facilities
but trunks that terminate at facilities owned by other carriers (such as competitive local exchange carriers,
interexchange carriers, and wireless carriers); however the latter will not be included for the purposes of the
Service Quality Plan. Verizon also agreesthat it will work closely with other carriers and Staff to limit the
number of trunk blockages that occur.

* For the Outliers component of this Plan, the Maintenance and Installation service standards are measured
on a Central Office and Installation Maintenance Center (“IMC") basis, except, however, that those
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€)

f)

The QAT will implement the Manager Sampling Plan and the
procedures for handling allegations of mis-reporting from the CWA
“Hot-Line” (the “CWA Hot-Line Process’) that are developed in
compliance with the requirements of the Commission’s * Order
Adopting Report,” issued May 17, 2001 in Case 01-C-0440 (the “May
2000 Order™);

Each year the President of Verizon New Y ork will attest to the fact
that Verizon has implemented the above service measurement

accuracy activities to be performed by the QAT.

2. Outside Review

a)

b)

Each year that the Service Quality Plan is operative Verizon shal hire
an independent external auditor (hereafter Auditor) to review the
procedures employed by the QAT (including the QAT process to
sample and adjust results), the Manager Sampling Plan, the CWA Hot-
Line Process, and other QAT oversight activities (e.g., answer time,
installation and network blockage service quality measurements). As
part of thisreview, the Auditor will perform a sampling of the QAT
sample for comparison with the results obtained by the QAT. The
Auditor will issue areport setting forth its findings based on its review
of the QAT process;

If the Auditor finds any entity with atotal gross error rate over 30%, a
substantive audit of that entity by the Auditor shall berequired. (This
isnot intended to limit the Auditor from recommending specific
actions, such as a substantive audit, if an entity has a gross error rate
less than 30%, but to serve as an out-of bounds requirement for
specific action.) Thetotal gross error rate is the sum of under-
reporting errors plus the over-reporting errors,

The Request for Proposal ("RFP") for hiring the Auditor shall be

reviewed by staff and interested parties prior to issuance.

standards that are measured on an IMC basis can be changed to a Dispatch Resource Center basis or
another, more highly aggregated basis, upon approval of Staff.
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d) If the Auditor determines that Verizon has complied with the
procedures to reasonably ensure accurate results as required herein, a
detailed audit shall not be required. If the external auditor determines
there were major deficienciesin Verizon's compliance, a detailed audit
of the results for the year in question shall be conducted by the
Auditor. The Auditor shall review compliance with the 5% net error
process for each entity that exceeds a 5% net error rate to ensure that
corrective actions are being taken; and

€) The Auditor shall make an annual report to Verizon of itsfindings and
recommendations and this report shall be submitted to the Commission

and provided to interested parties.

3. Verification of Penalty Payments— Verizon agrees to ensure that all penalties
areissued accurately. This shall be accomplished by utilizing the existing
Performance Regulation Plan rebate process currently employed by the QAT.
When acredit is given, Verizon shall use the QAT to verify that customers
received the appropriate credit. Verizon'sinternal auditors shall verify thison
an annual basis. Creditswill be paid in 90 days from the date the service
quality results measured under this plan are finalized. Verizon will provide

Staff with areport detailing the credit payments made.

Service Quality Link to Pricing Flexibility: If Verizon failstwo Performance
Objectives at the end of any Review Period, the following applies:

» Prospective pricing flexibility as provided in the Plan is suspended;

» Pricing flexibility is not restored until Verizon passes each performance objective for

three consecutive months based on arolling twelve-month average.EI

® Should Verizon experience a company-wide work stoppage during the course of this Plan that causes
Verizon to miss performance objectives set forth herein, Verizon can petition the Commission for an
adjustment to and normalization of its performance results and can proceed to exercise its pricing flexibility
pending the Commission’ s decision on that petition. Normalization of results will be performed in
accordance with the service quality normalization process set forth in the March 13, 2001 memorandum
from the Office of Communications to the Commission attached to the Commission’s “Order Granting In
Part and Denying In Part Requests for Waivers of Service Quality Targets,” issued June 7, 2001 in Case
92-C-0665.
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If Verizon fails a performance objective in a Measurement Period, a rate adjustment, as

described below, applies.

Performance Rate Adjustments. Verizon will credit customer rates in the Market Area
if a performance objective is not met in a Measurement Period as follows:
* Following are thetotal credit amounts available in a Measurement Period if
V erizon misses one or more performance objectives. These total credit
amounts will be divided by the number of performance objective(s) that were
missed in that period to determine the credit amount payable on each missed
performance objective:
¢ If asingle objectiveis not met, the total credit amount available is $15
Million.

¢ If two objectives are not met, the total credit amount available is $40
Million.

¢ If three or more objectives are not met, the total credit amount availableis
$100 Million, plus an additional $35 Million for each objective above
three that is not met.

* Inany case where Verizon misses the PSC Complaint or the Outliers
performance objective in aMeasurement Period, the total credit amount
available for that performance objective will be distributed on an equal per
access line basisin the Market Areg;

* In any case where Verizon misses the Troubles (CTRR), Out-of-Service, or
Installation performance objective in a Measurement Period, the total credit
amount available on that performance objective will be distributed on a per
occurrence basis to each affected customer who experiences a service problem
that is measured in the performance objective(s) that was missed in the

M easurement Period;EI

® Affected customers is defined as follows:

e Troubles—all lines with a measured trouble during the measurement period

e 0OO0OS-all lines out-of-service longer than 24 hours in the measurement period

» Installation —al basic line installations taking longer than 5 daysin the measurement period

9
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* Innoinstance will acredit to any one affected customer exceed $50 per
occurrence in aMeasurement Period. If asaresult of thisrestriction a portion
of thetotal credit amount available remains unpaid, the unpaid amount will be
distributed on an equal per access line basisin the Market Area.

Major ServiceInterruption: Verizon agrees that no major service interruptions will
occur as aresult of a Redundancy Failurein its Signaling System 7 or E911 network after
July 1, 2002. Upon afinding by the Commission that afailure did occur after that date,
Verizon agrees to make a payment of $100,000 into the State's General Fund.

Special Services Service Quality

Verizon has agreed to implement the special services process improvement
program with related improvement milestones and customer credits, as more fully
described in aletter to the Department of Public Service dated February 8, 2002.

V. Pricing Flexibility Provisions

Verizon will be allowed pricing flexibility beginning March 1, 2002 in
accordance with the conditions listed below.
Conditions:
Upward flexibility is allowed on all services and products consistent with the
Service Quality Plan, with the following exceptions:
* UNE prices
» Wholesale discounts for services offered for resale
» Interconnection and reciprocal compensation prices
» Lifelineservices
* Maintenance and access to the AL database
» Directory Assistance and other database inquiries for competitive providers
* Non-recurring service connection charges for residential and small business
customers
» Certain services previoudy ordered to be provided at no charge, for example, call

blocking or PIC freezes

10
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Thereisno cap for increases in the rates for individual services except for 1FR
servi ceEIin Rate Group 1, 3 and SE,l except that any increase in the charges for First Line
Basic Service shall not exceed $1.85 per linein thefirst year and $0.65 per linein the
3

second year. Downward pricing flexibility islimited only to arate equal to Verizon's
incremental cost and usage offerings must pass an imputation standard. Rates for Carrier
Access Services may not increase.

Overall revenue increases associated with pricing flexibility are capped at 3% on an
annualized basis each Plan year, using unitsin service for all services for the prior year
over any annual period.EI

Under no conditionsisflexibility is allowed:
e |f pricing flexibility is suspended under the terms of the Service Quality Plan.

* Unless Verizon agrees to take full responsibility to explain the need or rationale for
any flexible price increase to its customers and that all communications with
customers will explain that the basis for any flexible price increase is solely its

business decision.

V1. Financial Consistency and Additional Regulatory Protections

Verizon shall conform amounts reported on its New Y ork State regulatory
financial reports with the amountsit reportsin its filings with the Securities and
Exchange Commission (e.g., 10K). Thistransformation shall occur over athree-year
period beginning on the first day of the Verizon Incentive Plan.

Depreciation expense recorded during the term of the Verizon Incentive Plan shall
be equal to the sum of the depreciation recorded on the SEC books plus athree-year

" 1FR service isaresidential service consisting of the basic line charge and flat rate local usage.

8 The total increase to the price of 1FR service in rate group 1 shall not exceed $2.00 in the first year of the
Plan and $2.00 in the second year. The total increase to the price of 1FR service in rate groups 3 and 5
shall not exceed $2.00 in the first year of the Plan and $3.00 in the second year.

® Under this Plan, First Line Basic Service is defined as the first line for a particular customer at a particular
location for basic service access, basic message rate, individual message business lines and analog PBX
trunks.

19 5taff will be provided with the units-in-service for all services and the price changes put into effect each
Calendar Quarter over the term of the Plan to assure this condition is met.
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amortization of the difference between the depreciation reserve recorded on the SEC
books and the depreciation reserve recorded on the state regul atory books as of the first
day of the plan. At the end of the three-year amortization period, the depreciation reserve
used for state regulatory purposes will thus be equal to the SEC depreciation reserve.

During the term of the Verizon Incentive Plan, neither regulatory assets nor
regulatory liabilities shall be created, with the exception of Commission approved net
costs associated with the restoration of the World Trade Center aftermath. All existing
regulatory assets and liabilities shall be fully extinguished by the end of thisplanin
accordance with the first paragraph above. Any changesto GAAP as promulgated by the
accounting profession will be implemented for both the SEC books and the state
regulatory books.

Verizon shall be alowed to account for pension and other post employment
benefit obligations (*OPEB”) consistent with SFAS #87 and SFAS #106. Thisincludes
allowing Verizon to retain the benefit/detriment of financial accounting gains/losses
during the term of the Verizon Incentive Plan. In no event will Verizon be allowed to
withdraw plan assets other than to pay benefits, including administrative expenses, or
settle benefit obligations associated with its pension and OPEB plans. Verizon commits
to obtain New Y ork State Public Service Commission approval prior to annuitizing,
curtailing, or otherwise settling all or substantially all of Verizon's pension plan/OPEB
obligations for employees of regulated entitiesin New Y ork state. The Commission will
be notified if there are any major changes in these plans, if “assumptions’ change
materially, and if plan assets are used for purposes other than directly paying benefits and
related administrative expenses.

VIl. Infrastructure

To assureinvestments commensur ate with good service quality, Verizon agreesto:
* Fileannua construction budgets that identify service-related investments
* Meet with staff on an annual basisto provide an overview of its construction
budget with an emphasis on:
1. Service quality improvements
2. Increased network reliability

12
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3. Deployment of new technology, including a demonstration that the
introduction of new services and technol ogies is non-discriminatory

4. Deployment of advanced services

Provide with each annual construction budget filing an overview of Verizon's

plans and progress toward introducing new technology and advanced services and

to identify new servicesto be provided

To assurerediability consistent with post-9/11 best practices

VIII.

As changes to the Network Reliability and Interoperability Council’s “best
practices’ and industry standards reflecting lessons learned from incidents such as
the events of September 11, 2001 are developed, Verizon, will, by July 1% of each
year over the term of the Verizon Incentive Plan, inform the PSC Staff of its
intention to implement the practice or standard. Verizon will also report to the
Staff, on an annual basis, the progress it is making toward the implementation.
Participate in industry/governmental forums concerning network reliability.
Cooperate in the development of datato be used by the staff in its Geographic
Information System designed to provide service outage information to the
Commission and the State of New Y ork.

M iscellaneous:

A. Exogenous Costs and Merger Savings
With respect to the matters under consideration in Case 00-C-1945 with respect to

outstanding exogenous cost filings and merger savings (the so-called “White Paper”

issues), the parties propose that the Commission find that available merger savings fully

offset otherwise allowable cost onsets and exogenous costs, and that Ordering Clauses 5
and 6 in the Order Approving the Bell Atlantic/NYNEX Merger, issued and effective
March 21, 1997, and the Order Approving the Bell Atlantic/GTE Merger, issued and
effective August 12, 1999, have been satisfied in away that Verizon relinquishes its

claim to rate increases as aresult of exogenous costs, and such merger saving shall not be
used to require rate reductions as contemplated in those Order Clauses.

Verizon agrees to withdraw its revisions to Tariff P.S.C. No. 10 -Communications

filed May 29, 2001,as well as those rates proposed in its supplemental filingsin Case 00-

13
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C-0127, relating to recovery of OSS costs for Line Sharing, Line Splitting, Unbundled
Sub-Loop Arrangements, Feeder Sub-L oops, and other DSL -related items.
B. Reservation of Authority:

The parties recognize that the Commission reserves the authority to act on the
level of Verizon's rates and service pursuant to the Public Service Law should it
determine that intervening circumstances have such a substantial impact as to render
Verizon'srates unjust or unreasonable or render this Plan unreasonable, unnecessary or
insufficient for the continued provision of safe and adequate service by Verizon-New
York. Should the Commission exercise this authority, Verizon has the right to withdraw

from this Plan.

C. Reconsideration and Judicial Review

During the term of this Plan, Verizon agrees that the rates prescribed by the
Commission’s UNE Rate Order will remain in effect and that it will not challenge those
rates before the Commission or in court. For purposes other than challenging the rates
prescribed in the Commission’s UNE Rate Order, Verizon does not relinquish any legal
or equitablerightsit may have with respect to the underlying theory of the case,
including, but not limited to, the cost recovery theory known as TELRIC. This
commitment should not be interpreted as a voluntary agreement for purposes of the Bell
Atlantic/GTE FCC merger conditions as to the level of rates, the rate design or the theory
of the case. If the aforementioned decision is appealed or otherwise challenged by any
person or entity, Verizon, in supporting the Commission’s decision in Case 00-C-1945
reserves al legal and equitable arguments it would otherwise have had.

The parties propose a modification of the PSC determination that rates for the
loop/switch interface be reviewed in May 2002 to reflect IDLC connections, where
appropriate.m The modification consists of postponing that review until the termination
of the Plan.

D. Lifeline
* Reduction in the present connection charge from $10 to $5.

» Maintain an outreach and education program for Lifeline

! UNE Rate Order, pp.93-95.
14
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E. Consumer Outreach and Education:

Verizon will design and implement, within existing consumer education budgets,
an outreach and education program to inform customers about their rights and

responsibilities and special programs, such as Lifeline and the Relay Service.

15
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Appendix A

Unbundled Network Element Rates

Verizon's mgor unbundled network element (“UNE”) rates per UNE Rate Order.

UNE - Old Rate | New Rate
2-Wire Analog Loop Rate™
Manhattan $11.83 $7.70
Major cities $12.49 $11.31
Rest of State $19.24 $15.51
Line Port $2.50 $2.57
Local Switching
Originating $0.003150 | $0.001147
Terminating $0.003150 | $0.001111
End Office Trunk Port $0.000656 | $0.000371
Common Transport $0.000783 | $0.000203
Tandem Switching $0.001017 | $0.000481
Tandem Trunk Port $0.001464 | $0.000570

Note — The old rates for local switching were not deaveraged between originating and
terminating. The old rates for all usage based rates were time of day sensitive (day,
evening & night). The amounts shown are a weighted-average based on actual usage by

CLECsleasing Verizon's UNE-P in the first months of 2001.

Utilizing the methodology employed by Verizon in its supplemental response to Staff
interrogatory PSC-VZ-18 in Case 00-C-1945, these rates will impact the average monthly
cost of Verizon's UNE-P asfollows.

UNE OoLD NEW
Loop $14.050 $11.49
Port 2.50 2.57
Average Usage per Line 10.61 5.08
Revenue Per Line $27.17| $19.14

1

These are melded integrated digital loop carrier (DLC)/ universal DLC rates asonly onerateisto be
charged for all loops |eased.
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Servicelnquiry Reportsfor the purposes of measuring Outliers under
the Service Quality Plan arethe sum of the following in any
M easur ement Period:

Servicelnquiry Reports = Unadjusted Service Inquiry Reports current year
+ (Total CreditSpyior vear + 50% of Total CreditSpyrior vear -1)

TOTAL CREDITSCOMPUTED ASFOLLOWS

Formula Credits

One Unadjusted SIR for any 5 per measure

single Measur

No Unadjusted SIR for any single 10 per measure

Measure

More than 50 Unadjusted SIRs Minus 2 credits for each measure

for any measure

More than 2 consecutive Minus Y/, credit times the

Unadjusted SIRs for any entity number of SIRsin excess of 2 for
each such entity

Tota Credits Sum of the above

Total Credits for any year may be zero, but not negative.

! There are ten measures defined in NY CRR 603.4(d)(1); however, Answer Time Performance Results (for
Business Office, Repair Office, and Operator Assistance) are consolidated and considered a single measure
for the purpose of determining credits. Thus, there are eight measures for the purpose of determining
service inquiry report credits under the Service Quality Plan.

Pagelof 1
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IN WITNESS WHEREOF, the parties have duly executed this agreement,
as of February 8, 2002.

VERIZON NEW YORK INC.

BY: M\ m

NAME: Sandra Dilorio Thorn

TITLE: VP & General Counsdl, NY & CT




02/08/02 FRI 18:42 FAX 518 473 2838 EXECUTIVE OFFICE @ooz2

Case 00-C-1945

IN WITNESS WHEREOF, the parties have duly executed this agreement, as of
February 8, 2002.

DEPART PUBLIC SERVICE STAFF
BY: /gg %/%W
NAME: Peter M. McGowan

TITLE: Staff Counsel

‘FEB @8 2002 18:21 518 473 2838 PACGE. 22
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AT&T Commruni cations of New York, Inc.
Wor 1 dCom I nc.

COVAD Comuni cati ons Conpany
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XO New York, Inc.
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